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< l 'Message to the Stockholders ... 









May 28, 1970 


Dear Stockholder: 

You will note that for the fiscal year ended February 28, 1970, the sales volume 
amounted to $46,038,981 against 1969’s sales volume of $45,175,308 in spite of a lesser 
number of units. The sales figure represents a new high. 

The net profit for the year's corporate activity was a total of two cents per share 
against the previous year of three cents per share. However, it should be pointed out 
that the year ended February 28, 1969, included an extraordinary gain amounting to 
eight cents per share. Accordingly, the operation in 1970 was superior to that of 1969 
since 1969 was an operating loss. 

During the past fiscal year, the Company opened seven new jewelry stores and two 
new clothing units. On the other hand, in a continuing plan of weeding-out operations 
which show a loss, the Company closed 23 jewelry stores, four leased jewelry depart¬ 
ments and five clothing stores. In addition, one jewelry store was moved to a new 
location, due to urban renewal. The closed stores accounted for a pre-tax loss of 
$409,149 for the year ended February 28, 1970. 

Furthermore, from March 1, 1970 to May 20, 1970 the Company opened one additional 
jewelry store, sold two jewelry stores, closed one clothing store and one jewelry store. 

The clothing store operation lost $164,000. Therefore, the jewelry operation on its own 
showed a profit of $192,000 after taxes. In September, 1969 the general management of 
the clothing operation was changed and, as a result, the clothing business has turned 
around and is heading toward a more profitable end. 

We believe that because of the closing of losing units, the operation during the next 
twelve months will exceed that of 1970. 

At this writing, the Company operates a total of 139 jewelry stores against 158 in 1969, 
10 leased jewelry departments, and 41 ladies' fashion shops against 48 in 1969, or a 
total number of units of 190 as against last year’s 216. 

We have made substantial cuts in personnel and initiated other savings which we 
anticipate will curtail costs some $600,000 to $700,000 during the forthcoming fiscal 
year. 

You will note the cost of money increased approximately $284,000 in 1970, but no 
accurate forecast for a reduction for this item for the forthcoming fiscal year can be 
made in today’s economic climate. 

We hopefully look forward to a profitable twelve months, even with slightly less volume. 


Sincerely, 



C. D. Kaufmann 
President 








KayJewelry£tores, Inc . 

AND SUBSIDIARY COMPANIES 

ASSETS 

February 28, 

1970 1969 

CURRENT ASSETS: 



Cash . 

Notes and accounts receivable — trade 
(Note D): 

Customer instalment balances (a portion of 

$ 533,299 

$ 89,761 

which is due after one year). 

13,225,937 

13,549,277 

Other. 

1,282,176 

1,171,454 


14,508,113 

14,720,731 

Less allowances for doubtful balances- 

880,600 

849,500 

Notes and accounts receivable arising from 
sales of investments in subsidiary and affili- 

13,627,513 

13,871,231 

ated companies, current portion (Note D) .. 
Merchandise inventories — at the lower of cost 
or market, as determined principally by the 

410,689 

792,214 

retail inventory method. 

15,678,728 

14,735,522 

Prepaid expenses. 

298,383 

170,647 

TOTAL CURRENT ASSETS 

OTHER ASSETS: 

Notes and accounts receivable arising from 
sales of investments in subsidiary and affili¬ 
ated companies, non-current portion (Note 

30,548,612 

29,659,375 

D). 

Cash surrender value of insurance on lives of 
officers (Net of policy loans of $379,958 in 

801,288 

1,172,502 

1970) . 

Cost in excess of net assets of businesses 

16,237 

353,163 

acquired (Note B). 

2,429,868 

2,429,868 

Miscellaneous . 

112,437 

201,767 

PROPERTY AND EQUIPMENT - at cost: 

3,359,830 

4,157,300 

Land . 

128,039 

127,039 

Building and building improvements. 

338,662 

338,097 

Leasehold improvements . 

2,743,303 

2,399,978 

Furniture and fixtures. 

2,226,872 

2,612,743 

Less accumulated depreciation and amortiza¬ 

2,222,862 

2,297,201 

tion (Note J). 

5,436,876 

5,477,857 


3,214,014 

3,180,656 


$37,122,456 

$36,997,331 











































Consolidated 'Balance <§heet 

LIABILITIES AND STOCKHOLDERS’ INVESTMENT 

February 28, 

1970 1969 

CURRENT LIABILITIES: 



Notes and loans payable (Note D): 



Commercial finance company. 

$10,683,098 

$10,026,545 

Current portion of long-term debt. 

1,283,758 

1,290,841 

Trade accounts payable. 

3,235,237 

2,360,389 

Accrued salaries and interest. 

376,200 

304,305 

Current income taxes (Note C). 

157,763 

558,915 

Deferred income taxes (Note C). 

2,217,982 

2,182,981 

Other taxes . 

840,373 

724,220 

TOTAL CURRENT LIABILITIES 

18,794,411 

17,448,196 

LONG-TERM DEBT, less current portion (Notes 



D and H) . 

MINORITY INTERESTS IN SUBSIDIARY 
COMPANIES: 

3,903,796 

5,146,493 

Preferred stock. 

332,618 

352,628 

Common stock equity. 

463,139 

449,893 

STOCKHOLDERS’ INVESTMENT: 

Capital stock, par value $1 per share (Note E): 
Authorized, 2,000,000 shares 

Issued, 1,495,687 shares, less 130,046 

795,757 

802,521 

shares held in treasury. 

1,365,457 

1,365,457 

Additional paid-in capital . 

10,622,978 

10,622,978 

Retained earnings . 

1,640,057 

1,611,686 


13,628,492 

13,600,121 


$37,122,456 

$36,997,331 

See notes to financial statements. 





































IfayJewelry£tores, Inc . 

AND SUBSIDIARY COMPANIES 


Statement of (Consolidated Earnings 


Year Ended 
February 28, 



1970 

1969 

Income: 



Net sales . 

Service fees, dividends, interest and other 

$43,928,956 

$42,647,694 

income . 

2,110,025 

2,527,614 

Costs and expenses: 

Cost of sales (including buying and occupancy 

46.038,981 

45,175,308 

expenses) . 

27,906,543 

27,500,116 

Administrative, publicity, and selling expenses 

15,096,667 

15,061,555 

Provision for doubtful accounts. 

1,094,634 

1,084,698 

Interest expense. 

1,777,766 

1,493,626 

EARNINGS BEFORE TAXES ON INCOME 

45,875,610 

45,139,995 

AND EXTRAORDINARY GAIN 

Provision for income taxes (Note C): 

163,371 

35,313 

Current . 

100,000 

458,000 

Deferred (credit*). 

35,000 

358,000* 

EARNINGS (LOSS*) BEFORE 

135,000 

100,000 

EXTRAORDINARY GAIN 

Extraordinary gain - sale of investments in sub¬ 
sidiary companies, net of income taxes of 

28,371 

64,687* 

$276,000 (Note F) . 

— 

105,526 

NET EARNINGS 

Per share of capital stock: 

$ 28,371 

$ 40,839 

Earnings (loss*) before extraordinary gain ... 

$ .02 

$ .05* 

Extraordinary gain . 

— 

.08 


$ .02 

$ .03 


See notes to financial statements. 










































Statement of Consolidated ‘Retained Earnings 



Year Ended 

February 28. 

1970 1969 

Balance, beginning of year .. 

$ 1,611,686 

$ 2,183,181 

Add net earnings for the year. 

28,371 

40,839 

Deduct: 

1,640,057 

2,224,020 

Cash dividends, 250 per share. 

2% stock dividend — 26,955 shares at fair 

— 

334,585 

market value . 

- 

277,749 


— 

612,334 

Balance, end of year. 

$ 1,640,057 

$ 1,611,686 

Statement of Consolidated Raid-in 

Capital 


Year 

Ended 


February 28, 


1970 

1969 

Balance, beginning of year . 

Add excess of market value over par value of 

$10,622,978 

$10,372,000 

shares issued as stock dividend. 

— 

250,978 

Balance, end of year. 

$10,622,978 

$10,622,978 

See notes to financial statements. 



































KyiyJewelryJ)tores, Inc . 

AND SUBSIDIARY COMPANIES 


I^Jotes to Jinancial Statements 


A. Principles of consolidation: 

The consolidated financial statements include the financial statements of Kay 
Jewelry Stores, Inc. and its majority-owned subsidiary companies. All inter¬ 
company transactions and profits have been eliminated in consolidation. 

B. Cost in excess of net assets of businesses acquired: 

The Company has made certain acquisitions which have been accounted for 
as purchases. In the opinion of management there is no present indication 
that the excess of cost over the related net assets acquired has a limited or 
readily determinable life and, in accordance with generally accepted account¬ 
ing principles, such excess is not being amortized. 

C. Income taxes: 

Gross margin on instalment sales is taken into income at the time sales are 
made, that is, on the accrual basis. Provision is made in the accounts for 
income taxes on such gross margin, including that portion deferred for 
income tax purposes until collections are made. 

The provision for income taxes for the year ended February 28, 1970 has been 
computed on a consolidated basis for Federal income tax purposes because 
the Company intends to file a consolidated Federal income tax return, and on 
an individual company basis for state income tax purposes. The unusual 
relationship between the provision for income taxes and earnings before 
taxes on income results primarily from state income tax provisions being 
recorded for companies having earnings while credit state income tax pro¬ 
visions are not recorded for those companies having losses because many 
states in which the Company operates do not have loss carry-forward 
provisions. 

For the year ended February 28, 1969, separate Federal and state tax returns 
were filed for each company. Therefore, the relationship between the 1969 
provision for income taxes and earnings before taxes was distorted due to 
state income taxes and because certain profitable companies paid Federal 
taxes at the higher corporate rate, while unprofitable companies recognized 
a Federal tax credit only at the lower corporate rate. 

Had the Company computed the Federal income tax provision for the year 
ended February 28, 1970, on the basis that individual Federal returns would 
be filed by each company, the income tax provision would increase by 
approximately $90,000. 








February 28, 


D. Notes payable and long-term debt: 

1970 

1969 

121 / 2 % note payable, due annually to 1973 . 

5*/2% subordinated debenture bonds, due annually 

to 1981 . 

51 / 2 % notes payable, due annually to 1978 . 

6% notes payable, due in varying amounts to 1975 
4%% mortgage payable, due quarterly to 1976 .. 

$1,850,000 

1,803,983 

172,448 

1,206,552 

154,571 

$2,200,000 

1,980,215 

194,004 

1,899,505 

163,610 

Less current portion . 

5,187,554 

1,283,758 

6,437,334 

1,290,841 

Long-term debt. 

$3,903,796 

$5,146,493 

The maturities of the long-term debt are as follows: 1972, $695,019; 1973, 
$606,851; 1974, $1,157,351; 1975, $257,851; 1976 to 1981, $1,186,724. 


All notes and accounts receivable-trade and all notes and accounts receivable 
arising from sales of investments in subsidiary and affiliated companies have 
been assigned as collateral for the I 2 V 2 % note payable and the loans pay¬ 
able to the commercial finance company. The loan agreement contains cer¬ 
tain limitations relative to, among other things, the purchase of the Company’s 
capital stock and maintenance of consolidated current assets, as well as the 
maintenance of a ratio of customer instalment balances to outstanding notes 
payable. 

E. Stock options: 

The Company has a restricted stock option plan and a qualified stock option 
plan for the benefit of key employees. At February 28, 1970 options were out¬ 
standing under both plans for the purchase of 84,447 shares at a price equal 
to the market price at the date of grant (61,047 shares at $8.40 per share and 
23,400 shares at $7.63 per share). Of the options outstanding, 61,047 are 
currently exercisable, 4,680 become exercisable on September 25, 1970 and 
18,720 become exercisable on September 25,1971. 

There are 2,304 additional shares reserved for the granting of future options. 

During the year ended February 28, 1970, no options were exercised; options 
for the purchase of 23,400 shares at a price of $7.63 per share were granted; 
and options for the purchase of 2,146 shares were canceled. 

F. Gain on sale of investments in subsidiary companies: 

The extraordinary gain for the year ended February 28, 1969 was applicable 
to the sale of the Company’s investment in four wholly-owned subsidiary 
companies. The income tax effect represents taxes payable for tax purposes 
using the cost basis of carrying the investment versus the equity basis which 
was used for financial reporting purposes. Included in the statement of 
consolidated earnings for the year ended February 28, 1969 are net sales 
and earnings of companies sold of approximately $1,500,000 and $12,000, 
respectively. 


















G. Long-term leases: 

The Company leases store properties used in its regular operations. Rent 
expense under such leases during the year ended February 28,1970 amounted 
to $2,308,000. Of this amount $2,056,000 represented minimum annual rentals, 
and the balance represented additional payments based primarily on sales. 

The average minimum annual rental on a consolidated basis by five-year 
periods for the succeeding twenty years are approximately as follows: 
$1,551,000 in 1971-75, $793,000 in 1976-80, $280,000 in 1981-85, and $72,000 in 
1986-90. There are no leases which extend beyond this period. 

In addition, on most leases the Company pays taxes, insurance and main¬ 
tenance costs. 

H. Contingencies: 

The Internal Revenue Service has assessed deficiencies of Federal income 
taxes aggregating approximately $160,000 (including interest) for the years 
ended June 30, 1960 and June 30, 1961. The Company has paid the deficien¬ 
cies and filed suit for refund in the United States Court of Claims. 

Federal income tax returns of the Company for the years ended June 30, 1962 
and June 30, 1963 have been examined by the Internal Revenue Service. As 
a result of that examination, certain Federal income tax deficiencies have 
been proposed which are being contested in the Internal Revenue Service 
Appellate Division. 

In the opinion of the Company and its legal counsel, substantial recovery will 
be made of the deficiencies paid, and amounts ultimately found to be due in 
connection with the other deficiencies will not materially affect the financial 
status of the Company. 

1328 Realty Company, Inc., a wholly-owned subsidiary of Kay Jewelry Stores, 
Inc., is primarily liable for the mortgage in the amount of $309,140 on land, 
building and building improvements leased to the parent company under a 
lease expiring in June, 1978. This property is owned as a joint venture by 
1328 Realty Company, Inc. and Kay Jewelry Stores Pension Trust. 

I. Pension Plan: 

The Company has a contributory pension plan covering all employees. 

The total pension expense for the year ended February 28, 1970, was $141,400. 
The unfunded past service liability is presently being amortized over a period 
of 30 years. The Company’s policy is to fund pension cost accrued. The 
actuarially computed value of vested benefits exceeds the net assets of the 
pension fund by approximately $500,000. 

J. Depreciation: 

Depreciation of property and equipment, computed on the straight-line basis, 
amount to $604,279 in 1970 and $626,830 in 1969. 






TOUCHE ROSS & CO. 


1776 K STREET N.W. 
WASHINGTON. D C 20006 


May 19, 1970 


Stockholders and Board of Directors 
Kay Jewelry Stores, Inc. 

Washington, D. C. 


We have examined the consolidated balance sheet of Kay 
Jewelry Stores, Inc. and subsidiary companies as of February 28, 
1970, and the related statements of earnings, retained earnings, 
and additional paid-in capital for the year then ended. Our 
examination was made in accordance with generally accepted audit¬ 
ing standards, and accordingly included such tests of the account¬ 
ing records and such other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the consolidated financial statements 
referred to above present fairly the financial position of Kay 
Jewelry Stores, Inc. and subsidiary companies at February 28, 1970, 
and the results of their operations for the year then ended, in 
conformity with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year. 



Certified Public Accountants 







DIRECTORS 

Dr. Reavis Cox 

(Prof, of Marketing, U. of Penna.) 
Mark A. Freedman 
Benjamin B. Golding 
Simon Hirshman 
Cecil D. Kaufmann 
Donald J. Kaufmann 
Joel S. Kaufmann 
Bartlett Pinkham 

(Vice President, Allen & Co., Inc., New York) 


OFFICERS 

Cecil D. Kaufmann, President 
Benjamin B. Golding, Vice President 
Joel S. Kaufmann, Treasurer 
Simon Hirshman, Secretary 

Auditors: 

Touche, Ross & Co. 

Washington, D.C. 

STOCK LISTING TRANSFER AGENTS 

American Stock Exchange American Security & Trust Co. 

Washington, D.C. 

Bankers Trust Co., New York, N.Y. 


REGISTRARS 

National Savings & Trust Co., Washington, D.C. 
Franklin National Bank, New York, N.Y. 


DATE OF ANNUAL MEETING 

Regularly scheduled for fourth Wednesday in September in each year. 
Notice of time and place will be sent to all stockholders at a future date. 






















